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BANK OF THAILAND

 3 April 2006
To:
Managers



All Commercial Banks


All Finance Companies and Credit Foncier Companies 

Special State Financial Institutions

No. ThorPorTor. ForNorSor. (21) Wor. 480/2549 Re: Guidelines for Debt Restructuring of Financial Institutions

Whereas the Bank of Thailand has issued the circulation No.: ThorPorTor. SorNorSor. (21) Wor. 2942/2545 dated 26 June 2002 Re: Guidelines for Debt Restructuring of Financial Institutions, prescribing preliminary processes and procedures on their debt restructuring.

The Bank of Thailand has revised the said debt restructuring guidelines to alleviate the burden of financial institutions for cases of debt restructuring between financial institution and asset management company which the financial institution hold shares in excess of 75% of total company’s shares sold. In addition, practice to record accounting of debt restructuring is revised for greater clarity.  For this purpose, The Bank of Thailand shall repeal the above-mentioned circulation No.: ThorPorTor. SorNorSor. (21) Wor. 2942/2545. Financial institutions are required to comply with the new debt restructuring rules attached herewith.
1.
A clause is added to Paragraph 2 of Section 3.5 stipulating guidelines for debt restructuring of asset management company (AMC) which the financial institution holds shares in excess of 75% of total company’s shares sold that another financial institution or a third party is not required to perform analysis of status and debt repayment ability as well as cash flow of the debtors.

2.
Section 5 Accounting Procedures Concerning Debt Restructuring is revised for greater clarity.
Please be informed and comply accordingly.

Yours Sincerely,

- signature -

(M.R. Pridiyathorn Devakula)

Governor

Enclosure:
Guidelines for Debt Restructuring of Financial Institutions
Prudential Policy Department 

Tel: 0-2283-5304, 0-2283-5303

Note
[  ] The Bank of Thailand will arrange a meeting to clarify on ________at _________.
[x] No meeting for clarification will be arranged. 

GUIDELINES FOR DEBT RESTRUCTURING OF FINANCIAL INSTITUTIONS

1.
Objectives of Debt Restructuring


Debt restructuring is a form of remedy against general debts and troubled debts, to maximize the financial institution’s opportunity of getting repayment and to maximize the mutual benefits of both the financial institution and the debtor.  In particular, debt restructuring should be carried out to help debtor who has difficulties in loan repayment problem as a result of the economic crisis but having the prospect of continuing its business.  To do so, financial institutions must be careful not to engage in debt restructuring in such a way as avoiding rules on debt classification, maintenance of provisions or the avoidance of stopping interest accrual rules.

2.
Types of “Debt Restructuring”

Debt restructuring refers to general debt restructuring and troubled debt restructuring (TDR).

2.1
General Debt Restructuring  refers to debt restructuring whereby the financial institution has incurred no loss,  for example, the reduction of interest rate to debtor according to respond to the market situation or to  maintain relationship with debtors, or to extend the repayment period by  granting a grace period whereby the debtor still pays interest at the original contractual interest rate  and the financial institution has analyzed the matter and expected to receive principal and interest payment in full under the original loan contract.


2.2
Troubled Debt Restructuring refers to debt restructuring where the financial institution incurs loss resulting from:



(1)
reduction, for debtor, of principal or accrued interest already recognized as income; or



(2)
loss arising from accepting transfer of property at a fair price lower than the debt balance written off; or

(3) relaxation of term of repayment which causes  present value of cash flows  to be lower than  the sum of credit outstanding  and the accrued interest thereon that has already been recognized as income; or

(4)
loss incurred from debt restructuring calculation based on the fair value of debt or the fair value of collateral or loss from debt restructuring due to other techniques in debt restructuring, such as debt-equity swap.

3.
Establishing Policies and Measures on Debt Restructuring

Financial institutions shall proceed as follows:


3.1
Policies and measures on debt restructuring must be established clearly in writing and approved by the financial institution’s board of directors.  Executives of the financial institution must participate in the establishment of such policies and measures.


3.2
Such policies and measures must set forth the guidelines for the entire debt restructuring process, e.g., setting objectives and guidelines for analyzing and selecting debtors, supervising, reporting on performance to ensure that the restructuring has been carried out correctly in accordance with its objectives and accounting principles.

3.3 Financial institutions must establish clear and complete written procedures concerning the authority and responsibilities of those involved in debt restructuring, including the authorizations, reporting, supervision and various steps of action plans.

3.4 Financial institutions must  set up  a division or a team of officers with debt restructuring experience, who are independent from the credit officer  in charge of the debtor, to carry out the debt restructuring process in accordance with the procedures as prescribed in Clause 3.3; or the financial institution may  contract out another financial institution or a third person with debt restructuring expertise to carry out the debt restructuring., Except in case the financial institution does not have sufficient  officers,  the credit officers may carry out the debt restructuring process but they must strictly comply with the regulations and procedures set forth in Clause 3.3.


3.5
In respect of the debt restructuring for a debtor whom a financial institution or the directors or high-leveled executives of such financial institution has related interest in or a debtor who is a shareholder of the financial institution, another financial institution or third person unrelated to or having no interest in the financial institution and debtor shall be appointed to conduct an analysis on the debtor’s status, repayment capacity including the projected cash flows. Such financial institution or third person shall, however, be a specialist undertaking financial or management consulting business, or a financial consultant or a   financial consultancy company with recognized expertise and experience.



In case where the financial institution becomes affiliated with or has related interest in the debtor as a result of solving the debtor’s troubled debt difficulties, whether before or after these rules became effective, or in case of debt restructuring for asset management company which the financial institution holds shares in excess of 75% of total company’s shares sold of such asset management company, another financial institution or a third person to conduct an analysis on the debtor’s status, repayment capability and cash flows is not required.

The definition of the debtor whom a financial institution or the director or high-leveled executive of the financial institution has a relative interest in and the definition of the debtor who is a shareholder of the financial institution shall be in accordance with Notification of the Bank of Thailand Re: Granting Credit to or Investment in Business having relative Interest and Granting Credit to Shareholder dated 24 July 2002 and the amendments thereof.

4.
Debt restructuring procedures and Support Documentary Preparation

The preparation of the restructuring plan and related documents in each stage shall be processed as follows:


4.1
Analytical steps and preparation of debt restructuring documentation

An analytical report on the debtor and related documents to assist in debt restructuring consideration shall be prepared and shall include:

(1)
causes of debtor’s credit difficulties and reasons of delayed payment of interest and/or principal;

(2)
problem severity and  financial risk of the debtor, considered from its financial statements, cash flows statement and financial  projection, whichever the case may be, including necessary analysis of the market and the environment relating to the debtor’s status and operation whereas necessary;

(3)
 the expectations or likelihood of full debt repayment, both principal and interest, under the original loan and under the restructured loan contracts;

(4)
debtor’s management quality assessment, focusing on organizational efficiency, in case of reorganization that may be necessary, such as the restructure of shareholders, directors, executives, reorganization  management system, etc;

(5)
completeness of documentation for debt restructuring consideration;

(6)
financial institutions collateral appraisal (if any) according to the rules on collateral valuation set by the Bank of Thailand;

(7)
methodological approach or assumptions using in projecting cash flows shall be based on a foundation of reasonableness and probability;

However, for the said projected cash flows, a financial institution shall not include cash flows that are not yet certain to be received, such as the principal, or the right to increase interest rates in case the debtor’s business is revived or the right to convert convertible debentures, etc., in the computation of the present value of cash flows.

(8)
consideration, conclusion and authorization with respect to the relaxation of conditions which should be given for the purpose of debt restructuring such as reduction of interest rate, reduction of  principal, reduction of default interest and extension of debt payment period, etc., however, such conditions must be consistent with the  economic life of the debt or the service period of the economic life of the debt;  The modified condition must be consistent with the debtor’s ability for debt repayment; and help improve the debtor’s financial standing until the debtor is perpetually capable of making payments under the new conditions;

(9)
prepare debt payment schedule after the change in debt payment conditions and consistent with the debtor’s ability to repay;

(10)
details on  financial conditions such as no dividend payment  , no capital decrease so that the existing shareholders will bear the present incurred obligations prior to debt restructuring, capital increase, reservation to raise interest rates commensurate with the debtor’s ability to repay, etc.;

(11)
prepare various documentation and contracts relating to debt restructuring so that they are fully valid and enforceable under the law;

(12)
for any extension of loan to the debtor after debt restructuring, the financial institution must clearly specify the objectives for which the additional loan is intended, that it must not be purposely used for paying off the existing loan.


4.2
 Follow up procedures after debt restructuring
Financial institutions must establish an especially close follow-up system after debt restructuring to ensure that the debtor is capable of fulfilling the conditions of the new contract etc.

(1)
The debtor shall be required to prepare a progress report    to be presented to executives.  Such report shall address the most recent developments, the current action plans and the prospect for complete debt repayment.

(2)
The debtor shall be required to submit financial statements as well as a report on its compliance with various financial conditions such as no dividend payment, capital decrease, capital increase etc.

(3)
Financial institutions must establish solutions to the problem in case where the debtor is unable to make payments as agreed or fails to fulfill any debt restructuring condition.

5.
Accounting Procedures Concerning Debt Restructuring
Financial institutions, with regards to accounting procedures for debt restructuring, shall comply with the relevant accounting standards stipulated in the Accounting Profession Act B.E. 2547 (2004).

6.
 Calculation of Loss in Debt Restructuring

In calculating loss derived from debt restructuring, financial institutions shall comply with the following:

6.1
For the troubled debt restructuring through the relaxation of payment conditions granted to debtor, financial institutions shall record any loss arising from the calculation of the new book value of outstanding loans according to the Accounting Standard No. 34 Re: Accounting Procedures for Troubled Debt Restructuring, by using any of the following values:

(a)
the present value of expected future cash flows under the new payment conditions of debt restructuring shall be  calculated by applying the discount rate set forth in the above-mentioned accounting standard;

(b)
fair value of debt;

(c)
where debt restructuring relies on collateral, the fair value of collateral shall then be used.

Where the new book value is  calculated at such value  lower than the current book value plus accrued interest receivables recorded in the account, financial institutions must  recognized all losses incurred in its profit and loss statement  in that period.  In making provision for such losses as doubtful debts, financial institutions shall comply with the Notification of the Bank of Thailand Re: Worthless or Irrecoverable Assets and Doubtful Assets which may be Worthless or Irrecoverable.

6.2
In case loan repayment is made to financial institutions through the transfer of assets or financial instruments or accepting debtor’s capital arising from a debt-equity swap, the financial institution must write off all debts and record the assets received at the fair value of the assets deducted by the estimated selling expense. Losses shall immediately be recorded in the profit and loss statement at the time of transfer, by taking into consideration the existing provision for doubtful debts. Financial institutions shall not record the assets received at the higher of the book value of debt plus accrued interest to which financial institutions are entitled according to the law.

For partial debt repayment made to a financial institution through the transfer of assets or financial instruments or accepting debtor’s capital arising from a debt-equity swap, proceedings shall be done in accordance with clause 6.2 before proceeding according to clause 6.1 for the debt remaining.

6.3
Upon completion of the debt restructuring, financial institution shall classify the debts and make provision for such debtor under the Notification of the Bank of Thailand Re: Worthless or Irrecoverable Assets and Doubtful Assets to Be Worthless or Irrecoverable.  

6.4
During the period of monitoring the outcome of the debt restructuring conditions under the new debt restructuring agreement of no less than 3 consecutive months or 3 consecutive payment installments, whichever is longer, the financial institution shall recognize its income on a cash basis.

For the debtor having had its debt restructured and has been reclassified as Pass in accordance with the Notification of the Bank of Thailand Re: Worthless or Irrecoverable Assets and Doubtful Assets  that may be Worthless or Irrecoverable, financial institutions may again recognize income on an accrual basis. 

6.5
After debt restructuring, a financial institution must review the quality of the debt at least once a year.  If a financial institution discovers any significant changes in the amount or due date of cash flows and interest rate or fair value of debt or fair value of collateral from previously recorded valuations, the financial institution must revalue the book value of the debt by applying clause 6.1.  The revaluation of book value shall be made against the provisions for doubtful debt.  In any event, the book value of the restructured loan must never exceed the book value previously recorded or the investment in the debtor (the amount given by the financial institution to acquire the debt where the debt acquired is subject to restructuring).

6.6
With respect to non-performing consumer debts that have been restructured, such as credit card debts, hire-purchase debts, etc., a financial institution may compute the losses cumulatively through statistics or may proceed in accordance with Clause 6.1.

7.
Examiner’s Orders

If an examiner of the Bank of Thailand deems the restructuring of any debt to be influenced by an intention to delay  asset  classification and the maintenance of provisions or avoiding the recognition of  accrued interest as income; that the documentation and analysis of financial standing and debt repayment ability have been improperly prepared; that it is clearly seen that a debtor is incapable of fulfilling the terms of the debt restructuring agreement; or that there has been any act inconsistent with the rules of the Bank of Thailand, the examiner of the Bank of Thailand may consider ordering the financial institution to reclassify that debt and make adequate provisions or cease the interest recognition as income and also to remove the record of  accrued interest from its accounts.
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